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This paper

e Motivation: The impact of central bank swap lines in March 2020.
e Unique Data:

» Dealer-level drawings on dollar repos from the BOE.
» Dealer-level trades of FX forwards and FX swaps.
e Findings:
» In aggregate, central bank swap lines in March 2020 led to lower ceilings on
CIP deviations and reductions in forward rate volatility.
» Dealers with access to the swap line reduced pricing inefficiencies:
* They charged lower forward premia.
» They had a larger decline in dispersion of quotes.
* They reduced gross FX exposures and increased net supply of dollars to
non-financial institutions.
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Aggregate Results

Figure 5: CIP Deviations during Covid: Ceiling Tests
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Cross-Dealer Results on CIP Deviations

Table 5: Transaction-Level CIP Deviations for EUR /USD, GBP /USD and JPY /USD:twc

paired t-tests

Date

17 March 2020
17 March 2020
17 March 2020

18 March 2020
18 March 2020
18 March 2020

19 March 2020
19 March 2020
19 March 2020

20 March 2020
20 March 2020
20 March 2020

Currency  Control CIP

EUR
GBP
Iy

EUR
GBP
Py

EUR
GBP
Py

EUR
GBP
IPY

-145.95
-111.07
-224.69

0107
-99.08
-149.64

-192.50

Table 6: Transaction-Level CIP Deviations for EUR/USD, GBP/USD and JPY/USD: All

Treatment CI| N peval (¢ test) counterparties
-133.93 274 0178
-124.05 187 0.383 1
-190.88 145 0.160

-118.19
-105.31
-160.60

-167.10
-125.71
-215.40

-113.43
-86.35

-204.05

Dyrear X Dosjis
300 0.000%+*

173 0.653 Diveat % Dusjra
185 0432
Diveat % Dugyzo -18.7965
260 0.566 (11.0745)
160 0.128 constant -132.5710%**
17 0.143 (5.1419)
Resq 0.138
161 0.080* N 2272
125 0.000%*
1540433

-13.1
(3.6286)
-20.5335%

(7.9440)

-118.4106%%* T3

(3.0842)
0.190

992

1
GBP 3M
16
(18.1059)

16.1210*
(16.3555)

67.3384

(31

(9.653
0.201

644

v
JPY 3M
-8.0691
(7.2881)
28.5460%*
(8.9291)
-5.3686

(2.8132)

T 103.5048%

630

@ Would like to see the pre result as a placebo. Why move the diff-in-diff tests to the Appendix?

@ Did you use the intraday market prices to calculate the transaction level CIP deviations?

@ Results stronger for GBP/USD. Makes sense as the treatment are dealers with access to BOE repos.
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Cross-Dealer Results on FX Exposures

Table 9: FX exposures to commercial bank and non-financial counterparties: Dynamic Dil)

1 1 i} v v VI
Comumercial Non-Financial
Buy Sell Cap Buy Sell Gap
treat 2583.9010+% E

Diwap tine X L[k = —1

Davap tine x L[k — =2

3101% 90.6122*  51.8618%*  35.7801
35, (44.9004)  (21.8878)  (36.7983)

)
rmuxsils -36.0080% 259345 ] Dswap line should be Dtreat-
(135.1873)
05

Davap tie X L[k = 1

Dieap time X Lk =
(128.2004)  (156.2420)
Davapime X Lk — 3] -318.1804%%  _487.6885%
(214.4721)  (251.1161)

Doyiap tine X L[k = 4] -239.4202 -360.2281
(174.7663)  (226.8223)
Davap tine % L[k — 5 -110.7580  -247.0208

(177.0615) (156.8038)
Do % L[k = 6] -AT6.2818%F 3406283+
(209.6165)
A 5677.1363%
(2662.3858)

distancecrTi Ratio

diStance verage ario

constant

(1227.8800)
R2 0.414
N 12806 19806

(37.9495

@ Do you have time fixed effect? Otherwise, the
month dummies should be included.

@ For March (k=1), the net for the non-financials is

(144.9236)  (40.6285)

-30.1919 -33.9092 18.0683 -51.9775% . . P .

(251063 (5055 (21137) (20.9%97) negative and significant. Demanding less dollars
129.8079 -49.8039 5.4649

(153.4487)  (34.2678)  (14.5230) from non-financials?

136.2710 -82.2852 -17.6106
(128.4781) (54.1217) (21.9575)
-135.6535 335881 173315 -16.2566
(25.0198)  (13.7112)
2828262 B52.7107%
(702.6401) (177.7417)  (181.0148)

91.3903 10.0026 13.7918

August?

(61.8613)  (7.9080) (2.2538)
1004110% 37412 17,6035+
(59.4747) (4.9480) (7.7180)

SL0T6.6267+  -105.4800  -167.0805  61.6005

(444.8840)  (164.4475) (144.0438) (36.6733)
0.140 0.315 0.201
12806 2002 2002 2002
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My Comments and Observations

e The impact of the swap line on the CIP deviation can be further explored, both in
aggregate and across dealers:
» Focus on March 2020 with higher frequency.
» Micro-level: the evidence and the channel can be further connected.
e The cross-dealer variation (with/without access to the swap line):

» CIP deviation: weak results, stronger for GBP. Endogeneity is an issue.
» Reduced FX exposure against the commercial banks occur much later in April

and May.
» Reduced net demand for dollar against non-financials: how to interpret?

e The reduction of the intra-day volatility in the 3M forward rates:
» An interesting and important question to ask. A direct result of the swap line?

@ The explosion of the cross-currency basis is just as interesting, if not more, as it
reflects the intermediary constraints amidst market turmoil.
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Equity Markets in 2020

1/23: Wuhan lockdown.

2/04: Covid19 test approved by FDA.

7 2/12: CDC: Faulty virus tests.

2/24: Virus widely spread outside China.
7 2/25: Trump: USA under control.

2/26: Trump: Pence leads virus response.
1 2/27: CDC: test criteria revised.

3/03: Fed: rate cut by 50 bps.

1 3/10: President Xi visits Wuhan.

3/11: Trump: TV address.

3/12: Fed: injects $1.5T via term repo.

Thursday Mar 12: -9.51% 3/13: Trump: national emergency.
Monday Mar 16; -11.98% @9 1 3/15: Fed: rate to zero and $700B QE.
3/17: Fed: CP funding & PD credit facility.
0.7 [—e—spx Mar23 | 3/18: Fed: MMMF liquidity facility.
065 —OSsE ‘ ‘ ‘ 3/23: Fed: Infinite QE announced at 8 am.
" Jan Feb Mar Apr 3/25: Senate: $2T relief bill passed 96-0.
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The U.S. Treasury Market in 2020

10-Year US Treasury (%) Stock-Bond Correlation

0.2

2020

Source: “Comovements in Global Markets and the Role of U.S. Treasury” by Hu, Jin, and Pan (2023).
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The CIP Deviations in 2020

EUR CIP LIBOR 3M (bps)
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The Impact of the Central Bank Swap Lines on the CIP Deviations
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With /Without Access to the Swap Line
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With /Without Access to the Swap Line

China has substantial dollar funding rollover risk

The USD cross-currency basis for renminbi, euro, and yen
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Figure: Source Kodres, Sheng, and Duffie (2022).

ABFER May 24, 2023 Discussion of Ferrara, Mueller, Viswanath-Natraj and Wang Jun Pan 12 /13



In 2020, “Noise” in UST Leads “Noise” in Currency

During crises, the retreat of the arbitrage capital diminishes the force of arbitrage,
exposing the underlying dislocation (e.g., old/new bonds, currency forwards and swaps):

BL Noise and EUR Libor CIP 3M BL Noise and JPY Libor CIP 3M
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@ Noise in Currency: CIP Deviations (in red).
e Noise in UST: Hu, Pan, and Wang (2013). (Bloomberg's UST Liquidity in blue.)
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